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In mid-April, Peru announced its decision to pull out of the Comunidad Andina (CA) because the
other four members of the trade bloc Bolivia, Colombia, Ecuador, and Venezuela refused to accept
Peru's request for an eight-year period of gradual incorporation into the CA's free-trade structure.
Peru's decision marks a historical turning point for the CA, which will now likely move much faster
in solidifying free trade among the four remaining members and in negotiating a merger with other
trade blocs, beginning with the Southern Cone Common Market (MERCOSUR).
Since 1992, when the CA then known as the Andean Pact decided to adopt a common external
tariff (CET) and a customs union, Peru's full participation in the construction of a free-trade zone
in the Andes has been frozen. Given the immense economic problems still facing Peru at that
time, President Alberto Fujimori's administration requested that it be allowed to continue as a
conditional member of the Andean Pact, whereby Peru would receive the benefits of zero-level
tariffs or reduced duties for its exports to its neighbors without having to reciprocate by adopting the
CET or the customs union.
Rather, Peru agreed to negotiate bilateral accords with the other four countries to compensate for
access to the free-trade zone. The arrangement was supposed to be temporary. Nevertheless, while
the other four countries fully adopted the new CET and customs union as of Feb. 1, 1995, Peru has
not adjusted its tariff structure since 1992 and it has resisted efforts by the other Andean nations to
negotiate a time frame for Peru to incorporate into the CA's free-trade framework. Andean partners
demanded that Peru either adapt or depart By late 1996, the patience of most of the other four trade
partners was wearing thin, given that Peru's vacillation had become a major obstacle to efforts to
modernize CA institutions.
Last year, for example, CA members agreed to completely overhaul the institutional structure
of the free-trade zone to make decisions and actions much more agile and efficient while paving
the way for the eventual construction of a common market (see Chronicle of Latin American
Economic Affairs, 04/06/96). Nevertheless, the new structure has yet to be implemented because the
Colombian and Venezuelan legislatures refused to approve the new treaty until Peru worked out an
acceptable time frame for its full incorporation into the CA.
Moreover, efforts to negotiate new trade accords with other multilateral blocs, such as MERCOSUR
and the European Union (EU), were stalled by Peru's ambivalent stance. "It has been a major
weakness for us that one of our members has refused to abide by the rules of the Community,"
said Venezuelan Foreign Minister Miguel Angel Burelli. "That weakness has impeded our ability
to negotiate with the EU and MERCOSUR. If we haven't yet reached a merger with MERCOSUR,
for example, its precisely because we've maintained loyalty to Community members. When
MERCOSUR invited us to begin negotiations, we accepted under the condition that we would
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proceed as a bloc. One of our members, however, has refused to move forward, impeding progress
for everybody."
As a result, on Jan. 27, the other members of the Community presented Peru with an ultimatum
either agree to an acceptable time frame for full membership in the CET and the customs union
within 45 days, or withdraw definitively from the Andean Community. "We all spoke frankly during
the meeting," said Burelli, referring to the ultimatum, which was decided at a meeting of Andean
trade and foreign ministers. "We all want Peru to remain in the Community, but that means fully
integrating into the Community. Either Peru is in or it's out."

Peru's request for gradual eight-year tariff adaption rejected
In response, Peru entered into intense negotiations with its partners over the conditions for its full
incorporation. Nevertheless, although the talks stretched beyond the 45-day limit and into midApril, no compromise agreement could be reached because Peru insisted on an extremely slow
process of incorporation that was unacceptable to the other Andean members. Regarding both the
CET and the adoption of zero-level tariffs for trade within the Community, Peru requested an eightyear period of adjustment that would not conclude until year-end 2004. Although Peru's proposals
on the CET generated conflicts, the real problem was the customs union.
The other Andean members had at first demanded Peru's immediate adoption of zero-level
tariffs for the majority of goods, with only a few short lists of "sensitive" products to be granted a
longer time frame. In the course of negotiations, the other nations adopted a more flexible stance,
but the most they would agree to was a four-year adaption period that would conclude by the
beginning of the year 2000, thus cutting Peru's proposed schedule in half. The refusal by either side
to compromise on this point led to the breakdown in negotiations, with bitter accusations on both
sides. "We have clearly demonstrated flexibility given that our position was a straightforward 'yes'
or 'no' from Peru in January," said Venezuelan Minister of Trade and Industry Freddy Rojas. "But
Peru has to demonstrate a clear commitment to rapidly dismantle its current tariff structure. The
proposal that we wait until the year 2004 is unacceptable."
For its part, Peru argued that for it to agree to a faster tariff reduction, the other countries would
have to agree to substantial compensation for Peruvian industries, since the Fujimori government
says that the other Andean members have an array of non-tariff trade barriers in place that would
put Peru at a major disadvantage if it tore down its tariffs too fast. Indeed, Peru maintains a
substantial trade deficit with all its Andean partners. In 1996, Peru imported about US$1.4 billion
in goods from its four neighbors but exported only US$417 million, generating a whopping US$1
billion deficit. "Peru has ceded on everything that it can, and we are now between a rock and a hard
place," said Peruvian Trade and Industry Minister Gustavo Cailaux. "Peru is not the thorn in the
side of Andean integration that they want to make us out to be. We are willing to work out the tariff
problems, but there must be flexibility on both sides.

Pullout will fortify integration among remaining four nations
Given the impasse, on April 11 President Fujimori announced his government's decision to formally
pull out of the free-trade zone. The other four countries labelled Peru's decision a "historical error."
Nevertheless, Andean diplomats generally voiced satisfaction over Peru's departure since it will
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allow the remaining partners to push rapidly forward with the CA's modernization, and with efforts
to negotiate accords with MERCOSUR and other trade blocs. "The Andean Community is going to
be much stronger now," said Venezuelan Foreign Minister Burelli. "We are now united. Our house
is in order with discipline and internal cohesion."
Indeed, during the ninth annual summit of CA presidents April 22-23 in Bolivia, the Andean
heads of state agreed to implement the Community's stalled structural overhaul within a period
of 60 days. In addition, they agreed to prioritize negotiations with MERCOSUR, with the goal of
reaching a trade accord by the end of 1997, at the latest. The presidents also agreed to leave the
door momentarily open for Peru's return to the CA by giving the Fujimori administration a 60-day
period to reconsider its pullout. Once the CA's structural overhaul is implemented in late June,
however, it would become much more difficult for Peru to negotiate its reincorporation into the
Community. (Notimex, 03/13/97, 04/11/97; Reuter, 03/06/97, 04/11/97, 04/14/97; Spanish news service
EFE, 04/08/97, 04/10/97, 04/12/97, 04/13/97, 04/15/97, 04/21/97; Inter Press Service, 01/11/97, 01/18/97,
01/25/97, 01/27/97, 01/29/97, 03/19/97, 03/22/97, 04/05/97, 04/08/97, 04/09/97, 04/15/97, 04/22/97,
04/26/97, 04/30/97, 05/03/97)
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